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VIA OVERNIGHT DELIVERY

K. David Waddell, Executive Secretary D QCKET NO

Tennessee Regulatory Authority a z‘ DD a 8 Z
460 James Robertson Parkway , : .

Nashville, TN 37243

Re: - Petition of WorldxChange Corp. and RSL COM U.S.A., Inc. For Grant of the
Authority Necessary for the Transfer and Sale of Assets

Dear Mr. Waddell:

) On behalf of WorldxChange Corp. and RSL COM U.S.A., Inc. (“the Petitioners”),
~ enclosed for filing with the Tennessee Regulatory Authority are an original and thirteen (13)
copies of the above-referenced filing. Also enclosed is a check for $25.00 to cover the requisite
filing fee for the above-referenced filing.

Please date-stamp the enclosed extra copy of this filing and return it in the self-addressed,

stamped envelope enclosed herein. Should you have any questions, please do not hesitate to
contact Edward S. Quill, Jr. or Brian McDermott at (202) 424-7500.

Respectfully submitted,

i _ ‘ L

William B. Wilhelm, Jr.
Edward S. Quill, Jr.

Counsel for Petitioners
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BEFORE THE
TENNESSEE REGULATORY AUTHORITY

For Grant of the Authority
Necessary for the Transfer and Sale
Of Assets '

)
Emergency Joint Petition )
)
WorldxChange Corp. )
‘ )

and ) DocketNo. OR - O0LE T
)
RSL COM U.S.A., Inc. )
)
)
)
)
)

EMERGENCY JOINT PETITION

WorldxChange Corp. (“WorldxChange”) and RSL COM U.S.A., Inc. ("RSL”) (together
“Petitioners”), through their undersigned counsel and pursuant to Tennessee Code Annotated
Section 65-4-112 hereby request that the Authority grant such authority as may be necessary or
required including, as necessary, a waiver of the Authority’s rules on f)resubscribed carrier changes
including TRA Rule 1220-4-2-56, to enable WorldxChange to acquire the assets of RSL identified
in this Petition, including RSL’s long distance customer base and the assets associated with those
operations (“Assets”). Since March 16, 2001, RSL has been operating in bankruptcy status under
the protection of the Bankruptcy Couft for the Southern District of New York.! As set forth in

greater detail below, WorldxChange’s indirect corporate parent Counsel Springwell

b See RS COM U.S.A., Inc., Case No. 01-11469-alg (S.D.N.Y. Filed Mar. 16, 2001) and
RSL COM PrimeCall, Inc., Case No. 01-11457-alg (S.D.N.Y. Filed Mar. 16, 2001).




Communications LLC (“Coﬁnsel Springwell”) and RSL entered into an Asset Purchase Agreement

(“Agreement”) dated as of March 25, 2002. Subsequently, Counsel Springwell assigned its rights
under the agreement to WorldxChange as of April 25, 2002, and accordingly, WorldxChange will
acquire the RSL Assets.

The transaction proposed herein is necessary to ensure that RSL’s current Tennessee
customers will continue to receive uninterrupted service. Petitioners emphasize that following the
completion of the proposed transaction, RSL’s customers will continue to receive service under the
same rates, terms and conditions as that service is currently being provided. However, given the
current bankrupt status of RSL; the proposed transaction must be completed rapidly in order to ,
minimize disruption to existing customers being served by RSL. Accordingly, Petitiohers
respectfully request that the Commission approve this Petition as expeditio’us‘ly as possible in order
to allow Petitioners to consummate the proposed transaction on or about August 15, 2002.

In support of this Peﬁtion, Petitioners state as follows:

1. Description of the Petitioners

A. WorldxChange Corp. (“WorldxChange”)

WorldxChange is a corporation organized and existing under the laws of the State of
Delaware with principal offices located at 9775 Business Park Avenue, San Diego, California
92131. WorldxChange is a wholly owned indirect subsidiary of I-Link Incorporated (“I-Link™), a
publicly traded company organized under the laws of the State of Florida. I-Link is controlled by
Cdunsel Springwell which holds a direct majority interest in I-Link and therefore, an indirect
majority k‘interest in WorldxChange. Counsel Springwell is, in turn, majority owned and controlled

by Counsel Corporation (“Counsel”) a publicly traded Canadian corporation which specializes in



investments, including communications companies. Recent financial statements for Counsel and I-
Link respectively are provided in Exhibit A.?

WorldxChange has the managerial and technical resources necessary to operate the RSL
Tennessee operations it proposes to acquire. In particular, WorldxChange has already been
authorized by the Authority to provide telecommunications services pursuant to a certification
granted by the Authority in Docket No. 00-104, issued on August 1, 2000.> Further information
concerning WorldxChange’s legal, technical, managerial and financial qualifications to provide
service was submitted with its application for certification with the Authority as noted above and
is, therefore, a matter of public record. WorldxChange respectfully requests that thé Commission

take official notice of that information and incorporate it herein by reference.

2 In compliance with Securities and Exchange Commission rules, Counsel’s year end filing

on Form 20-F has not yet been completed. Once that filing becomes available, Petitioners will
supplement this filing with that information upon request.

’ WorldxChange was formerly known as PT-1 Counsel, Inc. but changed its name in
connection with its acquisition of certain operations of WorldxChange Communications, Inc. out
- of bankruptcy in 2001.




B. RSL COM U.S.A., Inc. (“RSL”)

RSL is a corporation organized and existing urider the laws of the State of Delaware. RSL’s
principal place of business is located at 1001 Brinton Road, Pittsburgh, PA 15221. RSL currently
provides a variety of regulated and unregulated telecommunications services, including long
distance and frame relay data services, through the resale of the facilities of /other carriers and
RSL’s own circuit and data switches. In Tennessee, RSL provides intrastate toll service by virtue
of a certification granted by the Authority in Docket No. 01-001 15, issued on April 12, 2001.*

II. Contact Information
Questions or inquiries concerning this Petition may be directed to:

William B. Wilhelm, Jr.

~-Edward S. Quill, Jr.
Swidler Berlin Shereff Friedman, LLP
3000 K Street, NW, Suite 300
Washington, DC 20007-5116
(202) 424-7500 (Tel)
(202) 424-7645 (Fax)

with a copy to:

Eric Fishman

David O’Connor

Holland & Knight LLP

2099 Pennsylvania Avenue, NW
Suite 100

Washington, DC 20006-6801
(202) 955-3000 (Tel)

(202) 955-5564 (Fax)

4 RSL also holds authority to provide service as a competitive local exchange service in

Tennessee by virtue of certification issued by the Authority in Docket No. 01-00115. To date,
however, RSL has not initiated such service in Tennessee.
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)

1. Description of the Transaction

Through the proposed transaction, WorldxChange proposes to acquire the long distance
business of RSL (“Transaction™) Specifically, the Assets to be acquired by WorldxChange include,
among other things, most of the regulated communications assets associated with RSL’s domestic
telecommunications operations, including the telecommunications equipment and all of the long
distance customers and customer accounts of RSL located in Tennessee.” Because WorldxChange
is already authorized to provide service in Tennessee, however, WorldxChange will not need to
obtain additional operating authority to provide service RSL’s customer base. As a result,
WorldxChange is not seeking to acquire RSL’s certification in connection with this Petition.

The contemplated Transaction will allow RSL’s long distance operations to emerge from
bankruptcy into WorldxChange and provide greater certainty to RSL’s existing customers.® In
order to complete the Transaction and gain Bankruptcy Court approval, WorldxChange’s corporate
parent, Counsel Springwell, and RSL entered into an Asset Purchaée Agreement as of March 25,
2002.” Counsel Springwell is a holding company that does not provide telecommunicaﬁons in any
juﬁsdiction. As a result, Counsel Springwell has completed an assignment whereby through the
proposed Transaction, the RSL regulated customers and telecommunications Assets will be

assigned directly to Counsel Springwell’s operating subsidiary, WorldxChange, which will assume

WorldxChange will also acquire RSL’s data customers which are served through RSL’s
frame relay based service. RSL provides such services on an unregulated basis. As a result,
Petitioners understand that no authority is required to complete the acquisition with respect to
such assets. If, however, the Authority determines that such approval is required, Petitioners
respectfully request that such approval be granted through this filing as well.

6

A chart illustrating the Transaction is provided in Exhibit B.

! Petitioners will provide a copy of the Agreement upon request.



the day toqday management and operational responsibilities necessary to provide service to RSL’s
customers.

Although through the proposed Transaction, WorldxChange will replace RSL as the service
provider for RSL’s customers, WorldxChange will continue to provide service to RSL customers
under the same rates, terms and conditions of services as currently provided by RSL.* The
Transaction will therefore be (other than the change in the hame of their service provider) virtually
transparent to customers because they will experience no change in the services they receive as a
result of the transaction. In order to avoid customer confus\ion, Petitioners will provide pre-
consur;lination customer notice of the proposed transaction as soon as possible. Petiﬁoners will
provide a copy of such customer notice to the Authority once it becomes available. By separate
application, RSL will seek Authority approval, as necessary, to voluntarily withdraw RSL’s
certification and terminate service in the State, effective upon consummation of the Transaction.

IV. Public Interest Considerations

Petitioners respectfully submit that this Transaction serves the public interest. In particular,
Petitioners submit kthat (1) the Transaction will increase competition in the Tennessee
telecommunications market by reinforcing WorldxChange’s status as a viable competitor and 2)
~ the Transaction will minimize the disruption of service and be virtually transparent to remaining
RSL customers.

The proposed Transaction is expected to invigorate competition in Tennessee. RSL’s

financial position at this stage effectively precludes it from becoming or remaining a viable

5 WorldxChange will adopt RSL’s tariffs in conjunction with the proposed transaction and/or
make other appropriate arrangements to ensure continuity of service to RSL’s existing customers in
compliance with Tennessee law. '




competitor in the telecommunications market. As a practical matter, RSL is no longer able to
effectively compete for new customers. As a result, the proposed transaction will not diminish
competition in Tennessee. At the same time, the expansion of WorldxChange’s customer base is
expected to enhance WorldxChange’s position in the Tennessee telecommunications market and
permit WorldxChange to compete more effectively for customers in Tennessee.

Existing RSL customers, in particular, will realize significant public interest benefits from
the Transaction. In light of RSL’s precarious financial position, the proposed Transaction will
provide greater stability to RSL’s customers and ensure that those customers can continue to enjoy
high quality, affordable service without interruption. Moreover, given that WorldxChange
proposes to provide service at the same rates, terms and conditions of services that RSL currently
provides‘. Petitioners expect the Transactioﬁ to be virtually transparent to customers (except for the
change in name of the carrier from RSL to WorldxChange, about which RSL’s customers will be
notified).

- Given that RSL’s customer base is subject to continuing erosion and that RSL is unable to
compete effectively as a result of its capital constraints and the uncertainty of its current financial
position, Petitioners seek to complete the proposed acquisition as quickly as possible. Rapid
completion of the Transaction is a critical factor in order to avoid interruption of service or other
inconvenience to affected RSL customers. Accordingly, Petitioners respectfully request that the
Authority expedite the processing of this Petition and grant the requested authority to permit

Petitioners to consummate the transaction on or around August 15, 2002.




V. Conclusion

For the reasons stated above, Petitioners respectfully submit that the public interest,
convenience, and necessity would be furthered by a grant of this Petition. Indeed, failure to grant
it would directly harm the public interest. In light of the exigent circumstances and, in particular
the need to ensure continuity of service to eXisting customers, Petitioners respectfully request
expedited treatment to permit Petitioners to consummate the Transaction as soon as possible.

Respectfully submitted,

— ! :

By: g/ P < 2 gz

William B. Wilhelm, Jr.

Edward S. Quill, Jr.

SWIDLER BERLIN SHEREFF FRIEDMAN, LLP

3000 K Street, NW, Suite 300

Washington, DC 20007-5116

(202) 424-7500 (Tel)

(202) 424-7645 (Fax)

COUNSEL FOR PETITIONERS

Dated: June 5, 2002
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PART 1 - FINANCIAL INFORMATION
ITEM 1 - FINANCIAL STATEMENTS

I-LINK INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:
Cash and cash equivalents

Accounts receivable, less allowance for doubtful accounts of $1,667,000 and
$100,665 as of June 30, 2001 and December 31, 2000, respectively

Other current assets
Total current assets

Furniture, fixtures, equipment and software, net

Other assets:
Intangible assets, net
Other assets

LIABILITIES AND STOCKHOLDERS’ DEFICIT

Current liabilities:
Accounts payable
Accrued liabilities
Unearned revenue
Current portion of long-term debt
Notes payable to a related party _
Accrued interest on notes payable to a related party
Current portion of obligations under capital leases
Total current liabilities

Notes payabie
Unearned revenue
Obligations under capital leases

Redeemable preferred stock — Class M

Stockholders' deficit:
Preferred stock, $10 par value, authorized 10,000,000 shares,

issued and outstanding 10,018 and 24,435 at June 30, 2001 and

December 31, 2000, respectively, liquidation preference of
$1,848,478 at June 30, 2001
Common stock, $.007 par value, authorized 150,000,000 shares,

issued and outstanding 112,569,743 and 28,136,506 at June 30,

2001 and December 31, 2000, respectively
Additional paid-in capital
Notes receivable from stockholders
Accumulated deficit
Total stockholders' deficit

The accompanying notes are an integral part of these consolidated financial statements
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June 30, 2001 December 31,
(Unaudited) 2000
$ 1,744,556 $ 2,155,628
17,702,136 3,357,856
2,382,903 385.891
21,829,595 5,899,375
24,432,098 10,983,273
11,340,628 3,939,226
1,620,622 835,618
$ 59,222,943 $21,657.492

$ 7,623,522

$ 5,370,490

8,234,740 3,327,900
4,708,058 14,885,592
2,139,019 785,971
25,360,964 7,768,000
349,137 2,376,498
4.778.860 1,445,690
53,194,300 35,960,141
1,587,895 796,662
- 1,666,667
_7.234,004 338,263
62,016,199 38,761,733
- 11,734,820 -

100,180 244,350
787,991 196,957
127,494,197 106,622,114
(30,000) -
(131,145.624) (135.902.482)
(2.793.256) (28.839.061)
$59,222,943 $21,657,492




I-LINK INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
‘ 2001 2000 2001 2000
Revenues: :
Telecommunication services $19,408,441 $4,589,112 $ 23,829,424 $9,876,319
Marketing services - - - 464,354
Technology licensing and development 1,419,998 1,739,906 2,856,897 6,246,406
Other 518.459 1,008,563 1,185.042 1,709.667
Total revenues 21,346,898 7.337.581 27,871,363 18,296,746
Operating costs and expenses:
Telecommunication network expense 13,715,806 5,537,946 20,025,512 11,651,008
Marketing services - - - 349,034
Selling, general and administrative 5,703,360 5,724,953 9,441,741 9,644,041
Provision for doubtful accounts 1,269,397 54,187 1,377,756 379,903
Depreciation and amortization 2,330,806 1,560,816 3,981,791 3,049,705
Research and development 523,614 841.446 1,590,372 1,674,358
Total operating costs and expenses 23,542,983 13,719,348 36,417,172 26,748,049
Operating loss (2,196,085) (6.381,767) (8.545,809) (8.451,303)
Other income (expense): :
Interest expense (666,792) (350,481) (1,014,633) (794,323)
Interest and other income 23,590 112,969 51,661 150,796
Settlement expense - 720,385 L (639,565)
Total other income (expense) (643.202) 482,873 (962,972) (1,283.092)
Net loss $(2.839,287) $(5,898.894) $(9,508,781) $(9.734,395)
Calculation of net income (loss) per common
share:
Net Loss $(2,839,287) $(5,898,894) $(9,508,781) $(9,734,395)
Cumulative preferred stock dividends (11,068) (393,095) (22,015) (800,488)
Dividends accrued and paid on Class M redeemable
preferred stock - - (269,027) -
Net effect on retained earnings of redemption and
reissuance of Class M and N preferred stock,
including beneficial conversion features - - 15,512,473 -
Dividends paid on Class F preferred stock - - - (18.214)
Net income (loss) applicable to common stock _$(2.850,355) $(6,291.,989) $5.712,650 $(10,553,097)
Basic and diluted weighted average shares
outstanding 112,569,657 24,901,536 82,995,083 26,026,948
Net income (loss) per common share — basic and :
diluted $(.03) $(0.25) $.07 $(041)

The accompanying notes are an integral part of these consolidated financial statements.
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REPORT TO SHAREHOLDERS

We are pleased to report Counsel Corporation’s results for the third quarter of 2001.

The Company decided, effective December 31, 2000, to prepare its ﬁhancial statements according to US generally
accepted accounting principles (GAAP) due to the US focus of the Company's operations, which results in
performance being measured against US companies. In accordance with Canadian regulatory requirements,
the Company must also provide statements prepared in accordance with Canadian GAAP. Both sets of statements
accompany this report.

Counsel’s results for the quarter and nine months ended September 30, 2001 reflect the significant impact
of its entry into the communications sector through its acquisition of a controlling interest in I-Link Incorporated
in March.2001, the merger of I-Link with Counsel’s Nexbell Communications Inc. subsidiary in April 2001,
and I-Link's acquisition of the retail long distance “10-10-XXX" dial -around business of WorldxChange

at the beginning of June 2001.

The results generated by Counsel's communications operations reflect the cost of building this business. Counsel

+was able to acquire communications assets at a significant discount to replacement cost because of the
additional effort and capital required to make them profitable. We are well on our way to achieving this objective.
Significant efforts have been made to reduce network costs and establish and implement a -focused
marketmg and sales initiative. The WorldxChange acquisition, with an annual revenue stream currently in excess
of US$80 million, has provided a strong base.

For the quarter ended September 30, 2001, Counsel's consolidated revenues were US$36.6 million compared
with US$9.7 million in the third quarter of 2000. Consolidated revenues were US$73.5 million for the nine
months ended September 30, 2001 compared with US$28.3 million in the first nine months of 2000.
This substantial growth in revenues is primarily attributable to the Company’s communications operations.

The US GAAP net loss in the third quarter of 2001 was US$1 7.2 million or US$0.75 per share, basic and diluted,
compared with net earnings of US$27.2 million or US$1.08 per share, basic and diluted, in the third quarter
of 2000. The consolidated US GAAP net ioss for the nine months ended September 30, 2001 was US$43.1 million
or US$1.87 per share, basic and diluted, compared with net earnings of US$7.2 million or US$0.29 per share,
basic and diluted, for last year’s first nine months.

Equity in losses of significantly influenced corporétions was US$0.8 million in the third quarter of 2001 compared
with US$3.1 million in the third quarter of 2000. This reflects the Company's proportionate share of the losses
incurred by affiliate IBT Technologies, Inc. in 2001, and IBT, Impower Inc., Proscape Technologies and Core
Communications in 2000. The equity in these losses includes amortization of goodwill, attributable to the
Company’s acquisition of its interest in these corporations, of US$0.2 million in the current quarter and
US$0.9 million in the third quarter of 2000. For the nine months ended September 30, 2001, the US$5.6 million
equity in losses of significantly influenced corporations consists of the Company's proportionate share of the losses
of IBT for the entire period, Impower until June 30, 2001 and Proscape until February 17, 2001 when its opera-

tions were consolidated.




REPORT TO SHAREHOLDERS

In the first nine months of 2000, Impower, IBT, Proscape and Core were included as significantly influenced
corporations. These losses include the amortization of goodwill attributable to the acquisition of Counsel’s interest
in these corporations totaling US$1.6 million in the current nine- -month period and US$2.1 mnllon in the first
‘nine months of 2000.

The gain on sale of long term care facilities of US$6.4 million in the current quarter relates to the sale of
Counsel’s Florida nursing homes in September. After an analysis and review of product offerings by I-Link during
the third quarter, a plan to discontinue offering its METS product was adopted, which resulted in a US$8.0 million
non-cash goodwill impairment charge being recorded as of September 30, 2001.

The writedown of investments of US$8.4 million in the current quarter (US GAAP) reflects a US$4.0 million
provision with respect to Counsel’s loans to Impower; which decided to make a voluntary fmng under Chapter 11
of the United States bankruptcy legislation in August, as well as the writedown of certain technology-related
investments. In the second quarter of 2001, the Company recorded a writedown of US$7.0 million, being the
balance of its equity in Impower after taking into account its équity in Impower’s losses to June 30, 2001.

Discontinued operations had no impact on earnings for the current quarter or nine month period. Effective
May 23, 2000 the Company adopted a plan to dispose of the pharmaceutical products business of its FARO
Pharmaceuticals subsidiary and completed the sale of this business on May 1, 2001. At December 31, 2000 the
.Company adjusted the carrying value of its investment in this segment of FARO's business to reflect both
estimated future operations and estimated net realizable value on disposition.

Counsel’s solid financial position, with cash, cash equivalents and short term investments of over US$97 million
at September 30, 2001, enables us to take advantage of attractive opportunities to expand and enhance our
existing businesses, as well as build new platform companies. We continue to work at reducing the overall risk in
our portfoho ‘through a prudent balance of old and new economy. companies, targetting businesses that will provide

viable earmngs and cash flow.

On behalf of the Board,

e 5T
ALLAN SILBER

Chairman & Chief Executive Officer
November 20, 2001




US GAAP
INTERIM MD&A FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2001

(All dollar amounts are in US dollars unless otherwise indicated.)

This interim MD&A of Counsel Corporation (*Counsel”, “the Company”) has been prepared in accordance with
accounting principles generally accepted in the United States and should be read in conjunction with the most
recent annual MD&A. References to interim financial statements are to the consolidated financial statements
of Counsel as at, and for the nine months ended, September 30, 2001.

Major Developments in the Quarter Ended September 30, 2001

The major developments in the quarter ended. September 30, 2001 were: (i) the decrease in the Company’s ownership
of I-Link, Incorporated (“I-Link") from 70.5% to 68.1% on September 6, 2007 due to the conversion of all of
I-Link's Class C preferred stock in accordance with their terms (see Note 3 to the interim financial statements);
(i) the increase in the Company's ownership of IBT Technologies, Inc. (“IBT") from 46.9% to 49.5%
on September 6, 2001 (see Note 3 to the interim financial statements); (iii) the voluntary filing made on
August 3, 2001 by Impower, Inc. (“impower”) under Chapter 11 of the United States bankruptcy legislation, to
seek protection from its creditors (see Note 3 to the interim financial statements); and (iv) the Company's
disposition of the three nursing homes that it owned in Florida.

Financial Condition

Cash and cash equivalents decreased by $0.4 mitlion during the year to date. The Company’s investments in I-Link

- and-Proscape Technologies, . Inc. ("Proscape”), as well as additional investments and advances to significantly
influenced corporations IBT and Impower were offset by sales of trading securities. Trading securities decreased by
$22.5 million primarily due to the sale of approximately 2.5 million shares of Bergen Brunswig Corporation
("Bergen”, now AmerisourceBergen Corporation) net of an increase in the market value of the remaining shares
held by the Company. The increases in amounts receivable, other assets, capital assets, goodwill, accounts
payable, deferred revenue and capital leases reflect the consolidation of I-Link, as well as Proscape, for the first
time, in the first nine months of 2001. Discontinued assets and liabilities decreased as a resuit of the sale of the
Company's pharmaceutical products business on May 1, 2001. The decrease in the Company’s investments
in significantly influenced corporations reflects write offs related to the Impower Chapter 11 filing. The decrease in
long term care facilities and mortgages and- loans payable reflects the disposition of all three of the Company's
Florida nursing homes,

Results of Operations — Third Quarter of 2001 compared with Third Quarter of 2000

Revenues increased by approximately $27.5 million in the current Quarter over the corresponding quarter of 2000.
This increase reflects the consolidation of the operations of I-Link and Proscape in the current quarter.
These operations were not consolidated in the third quarter of 2000. The consolidation of I-Link and Proscape
in the current quarter is also primarily responsible for the increase in cost of sales, operating expenses, amortization
and interest expense over the third quarter of 2000.

The gain on sale of trading securities of $5.2 million in the current quarter relates mostly to the sale of Bergen
shares. The market value adjustment on trading securities of $11.7 million in the current quarter reflects
the increase in market value of the Company's Bergen shares from $19.22 per share at June 30, 2001 to the
equivalent (based on AmerisourceBergen shares) of $26.25 at September 30, 2001. An increase in the market
value of Bergen shares was responsible for most of the market value adjustment in the third quarter of 2000.

Equity in losses of significantly influenced corporations for the current quarter consists of the Company's
proportionate share of the losses of IBT for the full quarter. In the third quarter of 2000, Impower, IBT, Proscape
(which was consolidated in the current quarter) and Core Communications Corporation (“Core") were accounted for
as significantly influenced corporations. These losses are net of amortization of goodwill attributable to the acqui-
sition of these corporations, which amortization totalled $0.2 million in the current quarter and $0.9 million in the
third quarter of last year.




US GAAP
INTERIM MD&A FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2001

(Al dollar amounts are in US dollars unless otherwise indicated.)

The $6.4 million gain on sale of long term care facilities relates to the sale of the Company's Florida nursing
homes in September. After an analysis and review of product offerings performed by I-Link during the third quarter,
a plan to discontinue offering its METS product was adopted which resulted in an $8.0 million non-cash goodwill
impairment charge. The writedown of investments of $8.4 million in the current quarter reflects a $4.0 million
provision with respect to the Company’s loans to Impower as well as the writedown of certain technology-related
available for sale securities.

The provision for income taxes in the current quarter represents taxes on the gain on sale of long term
care facilities and the gain on sale, and market value adjustment, of trading securities. No deferred tax asset has
been recognized with respect to the losses incurred by I-Link and Proscape during the period. The minority interest
in the current quarter is derived from Proscape.

Results of Operations - Nine Months Ended September 30, 2001 compared with Nine Months
Ended September 30, 2000 ‘

Revenues increased by approximately $45 miilion in the first nine months of 2007 over the corresponding nine
months of 2000. This increase reflects the consolidation of the operations of I-Link and Proscape from their dates
of acquisition in the first quarter of 2001. The consolidation of I-Link and Proscape in the current nine-month

~period is also primarily responsible for the increase in cost of sales, operating expenses, amortization and interest
expense over the first nine months of 2000.

The gain on sale of trading securities of $5.9- million in the current period relates to the sale of Bergen shares,
while the $0.3 million loss in last year's first nine months arose from sales of RioCan units. The market value
adjustment on trading securities of $20.9 million in the current nine-month period reflects the increase in market
value of the Company's Bergen shares from $15.83 at December 31, 2000 to the equivalent (based on
AmerisourceBergen shares) of $26.25 at September 30, 2001. An increase in the market value of Bergen shares
was respansible for most of the market value adjustment in the first nine months of 2000.

Equity in losses of significantly influenced corporatibns for the current nine months consists of the Company's
proportionate share of the losses of IBT for the entire period, Impower until June 30, 2001 and Proscape until
February 17, 2001, when its operations were consolidated. In the first nine months of 2000, Impower, BT,
Proscape and Core were included as significantly influenced corporations. These losses include the amortization of
goodwill attributable to the acquisition of these corporations, which amortization totalled $1.6 million in the
current nine-month period and $2.1 million in the first nine months.of last year. The writedown of investments of
$15.4 million in the current period reflects the $7.0 million writedown of the balance of the Company's equity in
Impower after taking into account the equity in Impower’s losses to June 30, 2001 plus a $4.0 million provision
with respect to the Company's loans to Impower as well as the writedown of certain technology-related available for
sale securities.

The provision for income taxes in the current period represents taxes on the gain on sale of long term care facilities
and the gain on sale, and market value adjustment, of trading securities. No deferred tax asset has been
recognized with respect to the losses incurred by I-Link and Proscape during the period. The minority interest
in the current period is derived from Proscape and I-Link.
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(All dollar amounts are in US dollars uniess otherwise indicated.)

Cash Flows - Third Quarter of 2001 compared with Third Quarter of 2000

Operating activities provided net cash of $21.4 million in the third quarter of 2001 compared with using
$1.7 million in the third quarter of 2000. This reflects the sale of trading securities net of operating losses in
I-Link and Proscape. The Company did not have any investment in I-Link or control Proscape in the third quarter
of 2000 and there were no significant increases in operating assets or decreases in operating liabilities. Overall,
there was an increase in cash and cash equivalents of $27.3 milfion in the current quarter, reflecting additional
proceeds received from the sale of the Company's pharmaceutical products business net of the payment of the
quarterly instalment of the Company’s note payable. The major cash flow items affecting the third quarter of
2000's net decrease in cash and cash equivalents of $8.3 million were the purchase for cancellation of common
shares pursuant to a normal course issuer bid in accordance with the by-laws and policies of The Toronto ‘Stock
Exchange, loan advances and additional investments in discontinued operations.

Cash Flows - Nine Months Ended September 30, 2001 compared with Nine Months
Ended September 30, 2000 :

Operating activities provided net cash of $7.3 million in the first nine months of 2001 compared with using
$3.2 million in the same period of 2000. This reflects the sale of trading securities net of operating losses in
I-Link and Proscape as well as increases in amounts receivable and other assets. The Company did not have any
investment in I-Link or control Proscape in the first nine months of 2000 but there was a significant decrease in
accounts payable which resulted in the net use of cash. Overall, there was a decrease in cash and cash equivalents
of $0.4 million in the first nine months of 2001, reflecting proceeds received from the sale of the Company's
pharmaceutical products business net of telecommunications investments and the Company's additional investments
in Proscape, IBT and Impower, as well as the payment of the quarterly instalments of the Company's note payable
and the purchase for cancellation of common shares and convertible debentures pursuant to normal course issuer
bids in accordance with the by-laws and policies of The Toronto Stock Exchange. The major cash flow items
affecting the net. decrease in cash and cash equivalents of $6.0 million in the first nine months of 2000 were
$22.7 million provided from discontinued operations less additional investments in significantly influenced
corporations and available for sale securities and the purchase for cancellation of common shares pursuant
to a-normal course issuer bid.
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CONSOLIDATED BALANCE SHEETS

(In 000s of US$)

September 30 December 31 .
2001 2000
(unaudited) (audited)
ASSETS
Current assets
Cash and cash equivalents $ 51,837 $ 52,220
Trading securities 45,401 67,897
Amounts receivable 20,904 3.414
Income taxes recoverable : 2,175 2,112
Deferred income taxes 936 785
Other assets 12,171 4,071
Discontinued assets 5,633 77.239
139,057 207,738
Long term assets
Other assets . 12,670 © 17,251
Capital assets (net of amortization of $4,219; 2000 - $1,009) 26,388 1,845
Goodwill (net of amortization of $2,897; 2000 - $865) 14,972 2,755
Investments in significantly influenced corporations 2,962 15,783
Long term care facilities : 12,344 14,248
$ 208,393 $ 259,620
LIABILITIES & SHAREHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued charges , $ 30,929 $ 14,189
Deferred revenue ' 4,347 735
Note payable _ 30,000 13,333
Mortgages and loans payable 1,892 251
Capital leases 4,896 -
Discontinued liabilities 9,487 40,728
81,551 69,236
Long term liabilities
Deferred revenue 675 1,449
Note payable - 26,667
Mortgages and loans payable 13,573 19,775
Capital leases 7,459 . -
Debentures payable 43,631 48,501
Deferred income taxes 25,021 11,848
171,910 177.476
Shareholders’ equity 36,483 82,144
$ 208,393 $ 259,620

The accompanying notes are an integral part of these unaudited consolidated finaricial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS'’ EQUITY

(In 000s of US$) (unaudited) For the nine months ended September 30
Common Shares Additional  Accumulated Retained Total
No. of Shares Paid in Comprehensive Earnings Shareholders’
(In 000s) Amount Capital Income (Deficit) Equity

Balance, December 31, 2000 23,937 $102,386 $ 2,220 $ 215 $(22,677) $ 82,144
Shares purchased

for cancellation (1,034) (4,749) 2,094 - - (2,055)
Other comprehensive loss - - - (519) - (519)
Net loss o - - - - (43,087)  (43,087)

Balance, September 30, 2001 22,903 $ 98,237 $ 4,314 $ (304) $ (65,764) $ 36,483

Balance, December 31, 1999 25,533 $109,185 $ - $ 9.393 3% (558) $118,020
Shares issued 92 144 - - - 144
Shares purchased
for cancellation (1,207) (3.746) - - (8) (3,754)
Other comprehensive income i - - - 9,204 - 9,204
Dividends - - - - (1.791) (1.791)
Net earnings - - - - 7.184 7,184
Balance, September 30, 2000 24,418 $105,583 $ - $18,597 $ 4,827 $129,007
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In 000s of US$) (unaudited)
For the three months For the nine months
ended September 30 ended September 30
2001 2000 2001 2000
Net earnings (loss) $ (17.217) $ 27,182 $ (43,087) $ 7,184
Other comprehensive income
Unrealized holding gains (losses)
arising during the period 2,458 4,178 (519) 9,204
Comprehensive earnings (loss) $ (14,759) $ 31,360 $ (43,606) $16,388

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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CONSOLIDATED STATEMENTS OF EARNINGS

(In 000s of US$) (unaudited)

For the three months For the nine months
ended September 30 ended September 30
2001 2000 2001 2000
Revenues $ 36552 $ 9,099 $ 73,467 $ 28,300
Cost of sales 24,176 477 41,731 1.467
Operating expenses 22,398 8,770 51,491 25,913
Earnings (loss) before undernoted items (10,022) (148) (19,755) 920
Gain (loss) on sale of trading securities 5,241 70 5,939 (318)
Market value adjustment on trading securities 11,737 48,326 20,912 26,249
Earnings before undernoted expenses 6,956 48,248 7,096 26,851
Corporate 979 1,204 3,783 3,008
Amortization 4,719 518 9,942 1.568
Interest 1,105 1,052 4,505 3,220
Earnings (loss) before losses of significantly
influenced corporations 153 45,474 (11,134) 19,055
Equity in losses of significantly
influenced corporations (761) (3,087) (5,582) (5,820)
Gain on sale of fong term care facilities 6,375 - 6,375 -
Impairment of goodwill ' - (8,040) - (8,040) -
Writedown of investments (8,381) - (15,417) -
Earnings (loss) before taxes and minority interest (10,654) 42,387 (33,798) 13,235
Income taxes 6,806 13,871 12,500 4,721
Minority interest . (243) 16 (1,498) (149)
Earnings (loss) from continuing operations (17,217) 28,500 (44,800) 8,663
Loss from discontinued operations after tax - (1,318) - (1.479)
Earnings (loss) before extraordinary item (17,217) 27,182 (44,800) 7,184
Gain on retirement of convertible debentures
net of deferred income taxes of $457 - - 1,713 -
Net earnings (loss) $(17,217) $ 27182 $ (43,087) $ 7,184
Earnings per common share - basic and diluted
Earnings {loss) from continuing operations $ (0.75) $ 113 8 (1.94) § 0.35
Loss from discontinued operations - (0.05) - (0.06)
Extraordinary item : - - 0.07 -
Net earnings (loss) $ (0.75) 3 1.08 $ (1.87) % 0.29
Weighted average number of common :
shares outstanding (000s) 23,088 25,050 23,088 25,050

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(In 000s of USS$) (unaudited)

For the three months For the nine months
ended September 30 ended September 30
2001 2000 2001 2000
Operating activities ‘ '
Net earnings (loss) $ (17,217) $ 27182 $(43,087) $ 7.184
Non-cash items included in net earnings
Loss from discontinued operations - 1.318 - © 1,479
Amortization - 4,719 518 9,942 1,568
Impairment of goodwill - 8,040 - 8,040 -
Amortization of deferred revenue (1,309) (185) (2,151) (552)
Gain on retirement of debentures payable - - (1,713) -
Deferred income taxes 7,615 13,696 12,565 5,470
Minority interest ) (243) 16 (1,498) (149)
Writedown of investments 8,381 - 15,417 -
Equity in losses of significantly
influenced corporations 761 3,087 5,582 5,820
Market value adjustment on trading securities (11,737) (48,326) (20,912) (26,249)
Loss (gain) on sale of trading securities (5.241) (70) {(5,939) 318
Gain on sale of long term care facilities (6,375) - (6,375) -
Gain on sale of other assets (63) (302) (63) (302)
Proceeds on sale of trading securities 35,563 3 52,240 7,510
Decrease (increase) in amounts receivable 677 (656) (3,456) 27
Decrease (increase) in income taxes recoverable (760) 1,112 (63) 774
Increase in other assets (5,910) (436) (10,453) (490)
Increase (decrease) in accounts payable 4,460 1,320 (773) (5.631)
Net cash provided by (used in) operating activities 21,361 (1.723) 7,303 (3,223)
Cash provided by (used in) investing activities
Investment in significantly influenced corporations (684) (229) (2,502) (14,840)
Investment in available for sale securities - - - (3,700)
Acquisition of telecommunications businesses - - (17,884) -
Acquisition of software sales and services business - - (845) -
Mortgages and other advances - repayments 279 1,139 646 1.679
Mortgages and other advances - lending =~ - (3.423) (7,210) (5,923)
Purchase of trading securities - - (2,909) -
Proceeds on sale of investments - 66 - 1,389
Proceeds on sale of long term care facilities 7,006 . 7,006 -
Discontinued operations 10,366 (1.592) 39,353 (2.255)
Net cash provided by (used in) investing activities 16,967 (4.039) 15,655 (23,650)
Cash provided by (used in) financing activities
Note payable - repayment ' (3.334) - (10,000) -
Mortgages and loans payable - borrowings - - - 3,529
Mortgages and loans payable - repayments (7.562) (176) (8,185) (4,080)
Capital lease repayments (181) - (404) -
Proceeds from exercise of stock options - - - 144
Shares purchased for cancellation - (2,407) (2,055) (3.754)
Retirement of debentures payable - - (2,697) -
Discontinued operations - - - 25,000
Net cash provided by (used in) financing activities (11,077) (2.583) (23,341) 20,839
Increase (decrease) in cash and cash equivalents 27,251 (8,345) (383) (6.034)
Cash and cash equivalents, beginning of period 24,586 18,300 52,220 15,989
Cash and cash equivalents, end of period $ 51,837 $ 9955 $ 51,837 $ 9955
Supplemental disclosure of cash flow information
Cash paid (received) during the period for items relating
to continuing operations:
Interest $ 959 $ 1658 $ 4006 $ 2,168
Income tax refund - - 11) -
Equipment acquired under capital lease 723 - 9,723 -
Telecommunications shares acquired on
exchange of investment - - 11,908 -

The accompanying notes are an integral part of these unaudited consolidated financial Staternents.
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September 30 (in 000s of US$) (unaudited)

The consolidated financial statements of Counsel Corporation (the “Company”) are prepared in accordance with
accounting prihciples generally accepted in the United States and are presented in United States (“US") dollars.
These interim consolidated financial statements should be read in conjunction with the most recent audited
annual financial statements, as at December 31, 2000. In the opinion of management, all. adjustments considered
necessary for a fair presentation of results for the periods reported have been included. These adjustments consist
only of normal recurring adjustments. The interim financial statements follow the same accounting policies
and methods of computation as the most recent audited annual financial statements except for the additional
accounting policies adopted subsequent to the acquisition of certain subsidiaries, as described in Note 1.

Certain comparative figures have been reclassified to conform to the current period financial statement presentation.

1. Significant accounting policies
Due to acquisitions subsequent to December 31, 2000, the following additional significant accounting policies
have been adopted. ‘

Revenue recognition
Telecommunications

Long distance and enhanced service revenues are recognized as service is provided to subscribers. Revenues from
the sale of promotional and presentation materials are recognized at the time of shipment. The portion of the sign
up fee relating to on-going administrative support is deferred and recognized over the initial term of the
agreement. Marketing services revenues are presented net of estimated refunds on returns of network marketing
materials. Revenues from technology sales that require continued company involvement are recognized ratably over
the expected term of the contract. Revenues from the sale of software licences are recognized when the product
is shipped, a noncancellable agreement is in force, the licence fee is fixed or determinable, acceptance has
occurred and coilectability is reasonably assured. Maintenance and support revenues are recognized ratably over
the term of the related agreements. Revenues on long distance development projects are recognized under the
percentage of completion method and are based upon costs incurred on the project compared to estimated total
costs related to the contract.

Software sales and services

The Company recognizes revenue from software licenses upon delivery to, and acceptance of, the software product
by a customer, provided no significant vendor obligations remain outstanding. Revenue on contracts requiring
significant production, modification or customization of software is recognized using the percentage-of-completion
method, measured by the percentage of costs incurred to date as compared to estimated total costs for each
contract. Contract costs include all direct labour and overhead costs. Selling, general and administrative costs are
charged to expense as incurred. Provision for estimated losses on uncompleted contracts is made in the period

-in which such losses are determined. Revenues for maintenance and support are recognized over the term of

the agreements on a straight-line basis.

Software development costs

Costs incurred in the research, design and development of software for sale to others are charged to expense until
technological feasibility is established, after which remaining software development costs are capitalized and
amortized beginning when the product is available for general release to customers. The amortization included in
the statement- of earnings is computed using the straight-line method over the estimated remaining ‘useful life
of the product, which generally does not exceed two years. The Company periodically compares the unamortized
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portion of capitalized software development costs to the undiscounted net realizable value of the related product.
The undiscounted net realizable value is the estimated future gross revenues from that product reduced by
the estimated future costs of completing and disposing of that product. The amount by which the unamortized
capitalized costs exceed the discounted net realizable value is written-off.

2. Recent accounting pronouncements

In July 2001, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting
Standards ("SFAS") No. 141, “Business Combinations.” SFAS 141 requires the purchase method of accounting
for business combinations initiated after June 30, 2007 and eliminates the pooling-of-interests ‘method.
The Company believes that the adoption of SFAS 141 will not have a significant impact on its financial statements,

In July 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible: Assets”, which is effective for
fiscal years beginning after December 15, 2001. SFAS 142 requires, among other things, the discontinuance
of goodwill amortization. In addition, the standard includes provisions, upon adoption, for the reclassification
of certain existing recognized intangibles as goodwill, reassessment of the useful lives of existing recognized

intangibles, reclassification of certain intangibles out of previously reported goodwill and the testing for-

impairment of existing goodwill and other intangibles. The Company is currently assessing, but has not yet
determined the impact of SFAS 142 on its financial position and results of operations.

In August 2001, the FASB issued SFAS 143, “Accounting for Asset Retirement Obligations”, effective for years
beginning after June 15, 2002. SFAS 143 addresses financial accounting and reporting for obligations associated
with the retirement of tangible long-lived assets and the ‘associated asset retirement costs. It applies to legal
obligations associated with the retirement of long-lived assets that result from the acquisition, construction,
development and (or) the normal operation of a tong-lived asset, except for certain obligations of lessees.
The Company is currently evaluating the effects of this Statement.

In August 2001, the FASB issued the SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets”. SFAS 144 addresses financial accounting and reporting for the disposal of long-lived assets. SFAS 144
is effective for fiscal years beginning after December 15, 2001. The Company is currently evaluating the potential
impact, if any, the adoption of SFAS 144 will have on its financial position and results of operations.

3. Accounting for investments
Consolidated subsidiaries

The consolidated financial statements include the accounts of the Company and all companies over which
it has control. The resuits of operations of companies acquired are included from the dates of acquisition.

The Company's principal operating subsidiaries comprising continuing operations and its respective ownership
interest in each subsidiary as at September 30, 2001 and December 31, 2000 are as follows:

September 30 December 31

2001 2000

I-Link, Incorporated ("I-Link") (i) 68.1% -
Counsel Corporation (US) 100.0% 100.0%
Sage Biopharma, Inc. ("Sage”) i 78.5% 78.3%

Proscape Technologies, Inc. ("Proscape”) (ii) 56.5% -

11
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(if)

On February 22, 2001, the Company‘acquired a 97.5% interest in Nexbell Communications Inc.
("Nexbell”) for cash consideration of $1,306. The cost of the Company's acquisition was allocated on the
basis of the fair market value of the assets acquired ($1,580) and the liabilities assumed ($9.410).
These valuations gave rise to $9,136 of unallocated excess of cost over net liabilities assumed, which
is being amortized over a period of 5 ye%rs.

During the quarter ended September 30, 2001, the Company performed a valuation analysis with respect to
the goodwill recorded on its acquisition of Nexbell. The analysis resulted in an impairment of $8,040
as a consequence of projected losses associated with Nexbell's prime product and the subsequent decision
to adopt a plan to discontinue this product.

On March 1, 2001, the Company acquired a 65.2% interest in I-Link for cash consideration of $3,578.
The cost of the Company's acquisition was allocated on the basis of the fair market value of the assets
acquired ($15,590) and the liabilities assumed ($22,247). These valuations gave rise to $10,235
of unallocated excess of cost over net liabilities assumed, which is being amortized over a period of 5 years.

On April 17, 2001, as a result of a merger between I-Link and Nexbell, the Company’s interest in Nexbell was
exchanged for an additional 5.3% interest in I-Link, resulting in an overall interest in I-Link of 70.5%.

On June 4, 2001, I-Link acquired certain net assets of WorldxChange Communications, Inc. for cash
consideration of $13,000. The cost of the acquisition was allocated on the basis of the fair market value of
the assets acquired ($717,344) and the liabilities assumed ($4,344).

On September 6, 2001, all outstanding shares of I-Link’s Class C preferred stock automatically converted
into shares of common stock in accordance with the terms of the Class C preferred stock. Accordingly,
I-Link issued 3,949,031 shares of its common stock in satisfaction of this conversion and its obligation
to pay dividends to the conversion date. This issuance diluted the Company’s interest to 68.1%.

On February 17, 2001, the Company increased its ownership in Proscape from 36.0% to 56.5% for cash
consideration of $845. As a result, the Company acquired control and has consolidated Proscape’s operations
from February 17, 2001. The operations from January 1 to February 16, 2007 have been accounted for
on the equity basis. The cost of the Company’s acquisition was allocated on the basis of the fair market value
of the assets acquired ($2,651) and the liabilities assumed ($2,854). These valuations gave rise to $1,048
of unallocated excess of cost over net liabilities assumed, which is being amortized over a period of 5 years.

Significantly influenced corporations

Corporations over which voting control does not exist but significant influence is exercised are accounted
for using the equity method. :

The principal operating affiliates over which the Company exerts significant influence and its respective
ownership interest in each affiliate as at September 30, 2001 and December 31, 2000 are as follows:

September 30 ‘ December 31
2001 2000
IBT Technologies, Inc. ("IBT") (i) 49.5% 27.7%
Impower, Inc. (“Impower”) (i) 33.6% 33.6%
Proscape Technologies, Inc. - 36.0%
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(iv)

4,

On May 31, 2001, the Company acquired a further interest in IBT for cash consideration of $1,817 resulting
in a 46.9% interest at June 30, 2001. The cost of the Company’s acquisition was allocated on the basis
of the fair market value of the assets acquired ($1,624) and the liabilities assumed ($325). These valuations
gave rise to $518 of unallocated excess of cost over net assets acquired, which is being amortized over
a period of five years.

On September 6, 2001, the Company acquired a further interest in IBT for cash consideration of $684
resulting in a 49.5% interest at September 30, 2001, The cost of the Company's acquisition was allocated
on the basis of the fair market value of the assets acquired ($1,212) and the liabilities assumed ($562).
These valuations gave rise to $34 of unallocated excess of cost over net assets acquired. '

‘On August 3, 2001, Impower made a voluntary filing under Chapter 11 of the United States bankruptcy

legislation to seek protection from its creditors. As a result, the Company has written off its equity investment
in Impower in its entirety.

Trading securities

Summarized below is selected financial information relating to trading securities at September 30, 2001
and December 31, 2000.

Number of Shares
September 30 December 31 Carrying Amount
2001 2000 September 30 December 31
(in 000s) (in 000s) 2001 2000
AmerisourceBergen (i) . 625 1,568 $44,374 $67,110 .
Other 1,027 787

®

$ 45,401 $ 67,897

On August 29, 2001, AmeriSource Health Corportion and Bergen Brunswig Corporation ("Bergen”) merged to
form AmerisourceBergen Corporation ("AmerisourceBergen). Bergen shares were exchanged for .37 of
a share of AmerisourceBergen,

During the nine months ended September 30, 2001, the Company sold 2,549,092 shares of Bergen
(the equivalent of 943,164 shares of AmerisourceBergen) for net proceeds of $51,638, resulting in a gain
on disposition of $5,937, and recorded a market value adjustment as at Septemnber 30, 2001 on its interest
in AmerisourceBergen of $20,912 based on an equivalent per share increase of $28.17.

As at September 30, 2000, the Company recorded .a market value adjustment on-its interest in Bergen
of $48,342.

13
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5. Other assets

September 30 December 31
2001 2000
Mortgages and other advances $ 4,47 $ 9,630
Available for sale securities : 2,804 6,639
 Other telecommunications assets 3,682 -
Prepaid expenses 3,579 -
Other intangibles 2,294 -
Software development costs 1,394 -
Other 6,617 5,053
24,841 21,322
Less — current portion (12,171) (4.071)

$ 12,670 $ 17,251

6. Note Payable

On November 1, 2001, the Company repaid in full its note payable that was originally assumed as part of
the consideration for the acquisition of the rights to certain pharmaceutical products.

7. Discontinued operations

Effective May 23, 2000, the Company adopted a plan to dispose of the pharmaceutical products business
of FARO Pharmaceuticals Inc.("FARQ") through the disposition of its rights, including trademarks, copyrights
and regulatory filings in certain pharmaceutical products. On May 1, 2001, the Company completed the sale
of this business segment for $67,000 consisting of $54,000 paid on closing, $8,000 payable 60 days
subsequent to the closing, and a further $5,000 payable within 30 days of the anniversary of the closing, subject
to specified levels of inventories on hand at the date of closing and sales returns and rebates relating
to operations prior to the closing. In addition, the Company is in the process of realizing the net discontinued
assets not included in the disposition.

Subsequent to September 30, 2001, the Company successfully reduced certain costs related to these discontinued

operations. This resulted in a pre-tax recovery of $11,500, before applicable costs, which will be recorded
in the fourth quarter of 2007.
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8. Segmented information

During 2007 the Company has entered into a new reportable segment being, the provision of telecommunications
products and services in the United States.

For the three months ended September 30, 2001

Long Term Medical Technology:
Care (i) Products Telecom. Services  Corporate (i) Total
Revenues $ 7,965 $ 906 $27,128 $ 225 $ 328 $ 36,552
Cost of sales - 878 22,989 309 - 24,176
Operating expenses 7,829 1,473 11,780 1,316 - 22,398
Earnings (loss) before
undernoted items 136 (1,445) (7,641) (1,400) 328 (10,022)
Gain on sale of trading securities - - - - 5,241 5,241
Market value adjustment on
trading securities - - - - 11,737 11,737
Earnings (loss) before
undernoted expenses 136 (1,445) (7,641) (1,400) 17,306 6,956
Corporate = - - - 979 979
Amortization 377 196 3,715 376 55 4,719
Interest 485 7 144 4 465 1,105
Earnings (loss) before losses
of significantly influenced
corporations (726) (1,648) (11,500) (1,780) 15,807 153
Equity in losses of significantly ‘
influenced corporations - - - (761) - (761)
Gain on sale of long term
* care facilities 6,375 - - - - 6,375
Impairment of goodwill - - 8,040 - - (8,040)
Writedown of investments - - - (4,028) (4,353) (8,381)
Earnings (loss) before
income taxes 5,649 (1,648) (19,540) (6,569) 11,454 (10,654)
Income taxes (recovery) 1,701 - - (640) 5,745 6,806
Segment earnings (loss) $ 3,948 $(1,648) $(19,540) $ (5,929) $ 5,709 $ (17,460)
Segment assets (iii)(iv) $16,121 $5462 $60,589 $ 9,981 $ 110,607 $ 202,760

()  Long term care operations includes revenues from Canada of $7,626 and from the United States of $339.

(ii) Corporate earnings includes interest income of $294.

(iii) Medical products, telecommunications and technology services assets, as well as $602 of long term care assets,
are located in the United States. The balance of long term care assets of $15,519 are located in Canada.

(iv) Segment assets exclude assets of discontiriued operations.
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For the three months ended September 30, 2000

Revenues
Cost of sales
Operating expenses

Earnings (loss) before undernoted items
Gain on sale of trading securities
Market value adjustment on

trading securities

Earnings (loss) before
undernoted expenses

Corporate

Amortization

Interest

Earnings (loss) before losses of
significantly influenced corporations
Equity in losses of significantly

influenced corporations

Earnings (loss) before income taxes
Income taxes {recovery)

Segment earnings (loss)

Segment assets (iii)(iv)

US GAAP

Long Term Medical . Technology
Care (i) Products Services Corporate (i) Total
$ 8056 $ 583 $ - $ 460 $ 9,099
- 477 - - 477
7.850 1920 - - 8,770
206 (814) - 460 (148)
- - - 70 70
- - - 48,326 48,326
206 (814) - 48,856 48,248
- - - 1,204 1,204
391 134 - (7) 518
499 - - 553 1,052
(684) (948) - 47,106 45,474
- - (3.087) - (3.087)
(684) (948) (3.087) 47,106 42,387
(82) (365) (681) 14,999 13,871
$ (602) $ (583) $ (2.408) $ 32,107 $ 28,516
$17.125 % 4,195 $ 19,094 $ 145,654 $ 186,068

() Long term care operations includes revenues from Canada of $7,718 and from the United States of $338.
(i) Corporate earnings includes interest income of $392.
(i) Medical products and technology services assets, as well as $2,366 of long term care assets, are located

in the United States. The balance of long term care assets of $14,759 are located in Canada.

(iv) Segment assets exclude assets of discontinued operations.



September 30 (In-000s of US$) (unaudited)

For the nine months ended September 30, 2001

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

US GAAP

Long Term Medical Technology
Care (i) Products - Telecom. Services Corporate (ji) Total
Revenues $23,627 $ 2,747 $ 44,211 $ 764 3% 2,118 $ 73,467
Cost of sales - 1,969 38,959 803 - 41,731
Operating expenses 23,270 3,916 20,660 3,645 - 51,491
Earnings (loss) before
undernoted items 357 (3,138)  (15,408) (3,684) 2,118 (19,755)
‘Gain on sale of trading securities - - - - 5,939 5,939
Market value adjustment on
trading securities ; - - - - 20,912 20,912
Earnings (loss) before
undernoted expenses 357 (3,138) (15,408) (3,684) 28,969 7,096
Corporate - - - - 3,783 3,783
Amortization 1,136 373 7,346 917 170 9,942
Interest 1,460 10 376 30 2,629 4,505
Earnings (loss) before losses
of significantly influenced
corporations (2,239) (3,521) (23,130) (4,631) 22,387 (11,134)
Equity in losses of significantly
influenced corporations - - - (5.582) - (5.582)
Gain on sale of long term
care facilities 6,375 - - - - 6,375
Impairment of goodwill - - (8,040) - - (8,040)
Writedown of investments - - - (11,064) (4,353)  (15,417)
Earnings (loss) before .
income taxes 4,136 (3,521) (31,170) (21,277) 18,034 (33,798)
Income taxes 1,640 - - 355 10,505 12,500
Segment earnings (loss) $ 2,496 $ (3,521) $(31,170) $ (21,632) $ 7,529 $ (46,298)
Segment assets (iii)(iv) $16,121  $ 5462 $60,589 $ 9,981 $ 1 10,607 $202,760

() Long term care operations includes revenues from Canada of $22,611 and from the United States of $1 ,016.
(i) Corporate earnings includes interest income of $1,582.

(iii)

in the United States. The balance of long term care assets of $15,519 are located in Canada.

(iv)

Segment assets exclude assets of discontinued operations.

Medical products and technology services assets, as well as $602 of long term.care assets, are located
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US GAAP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30 (In 000s of US$) (unaudited)

For the nine months ended September 30, 2000

Long Term Medical  Technology

Care(i) - - Products . Services  Corporate(ii) Total

Revenues _ $23904 $ 2171 $ - $ 2225 $ 28300
Cost of sales - 1,467 - - - 1,467
Operating expenses 23,307 2,606 - - 25,913
Earnings (loss) before undernoted items 597 (1,902) - 2,225 920
Loss on sale of trading securities - - - (318) (318)
Market value adjustment on .

trading securities - - - 26,249 26,249
Earnings (loss) before undernoted expenses 597 (1.902) - 28,156 26,851
Corporate - - - 3,008 3,008
Amortization 1,150 265 - 153 1,568
Interest 1,503 - - 1,717 3.220
Earnings (loss) before losses of

significantly influenced corporations  (2,056) (2.167) - 23,278 ' 19,055
Equity in losses of significantly .

influenced corporations - - (5.820) - (5.820)
Loss before income taxes (2.056) (2,167) - (5,820) 23,278 13,235
Income taxes (recovery) (533) (874) (1.633) 7,761 4,721
Segment earnings (loss) $ (1,523) $ (1,293) $ (4,187) $ 15,517 $ 8,514
Segment assets (iii)(iv) $ 17,125 $ 4,195 $ 19,094 $ 145,654  $186,068

() Long term care operations inciudes revenues from Canada of $22,890 and from the United States of $1,014.

(ii) - Corporate earnings includes interest income of $623.

(ii)) Medical products and technology services assets, as well as $2,366 of long term care assets, are located in
the United States. The balance of long term care assets of $14,759 are located in Canada.

(iv) Segment assets exclude assets of discontinued operations.
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US GAAP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30 (In 000s of US$ except per share amounts) (unaudited)

9. Earnings per share disclosures

The following is a reconciliation of the numerators and denominators used in computing basic and diluted
earnings per share.

For the three months For the nine months
ended September 30 ended September 30
2001 2000 - 2001 -+ 2000
Basic earnings per share computation
Numerator:
Earnings (loss) before discontinued ] ‘
operations and extraordinary item $ (17,217) '$ 28,500 $ (44,800) $ 8,663
Earnings (loss) available to
common sharehoiders $ (17,217) $ 28,500 $ (44,800) $ 8,663
Denominator:

Weighted average common shares outstanding 23,088 25,050 23,088 25,050
Basic earnings per share $ 0.75) $ 1.13 $ (1.94) $ 0.35
Numerator: :

Net loss $ (17,217) - $ 27,182 $ (43,087) $ 7,184

Loss available to common shareholders $ (17,217) $ 27,182 $ (43,087) $ 7,184
Denominator:

Weighted average common shares

outstanding 23,088 25,050 23,088 25,050

Basic earnings per share $ (075 $ 1.08 $ (1.87). $ 0.29
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(All dollar amounts are in US$ unless otherwise indicated.)

This interim MD&A of Counsel Corporation (“Counsel”, “"the Company”) has been prepared in accordance with
accounting principles generally accepted in Canada and should be read in conjunction with the most recent annual
MD&A. References to interim financial statements are to the consolidated financial statements of Courisel as at,
and for the nine months ended, September 30, 2001.

Major Developments in the Quarter Ended September 30, 2001

The major developments in the quarter ended September 30, 2001 were: (i) the decrease in the Company’s ownership
of I-Link, Incorporated ("1-Link”) from 70.5% to 68.1% on September 6, 2001 due to the conversion of all of
I-Link's Class C preferred stock in accordance with their terms (see Note 3 to the interim financial statements);
(ii) the increase in the Company’s ownership of IBT Technologies, Inc. (“IBT") from 46.9% to 49.5%
on September 6, 2007 (see Note 3 to the interim financial statements); - (iii) the voluntary filing made on
August 3, 2001 by Impower, Inc. (*Impower”) under Chapter 11 of the United States bankruptcy legislation, to
seek protection from its. creditors (see Note 3 to the interim financial statements); and (iv) the Company's disposi-
tion of the three nursing homes that it owned in Florida.

Financial Condition

Cash and cash equivalents decreased by $0.4 million during the year to date. The Company’s investments in I-Link
and Proscape Technologies, Inc. ("Proscape”), as well as additional investments and advances to significantly
influenced corporations IBT and Impower were offset by sales. of short term investments. Short term investments
decreased by $13.5 million primarily due to the sale of approximately 2.5 million shares of Bergen Brunswig
Corporation (“Bergen”, now AmerisourceBergen  Corporation). The increases in amounts receivable, other assets,
capital assets, goodwill, accounts payable, deferred revenue and capital leases reflect the consolidation of I-Link,
as well as Proscape, for the first time, in the first nine months of 2001, Discontinued assets and liabilities
decreased as a result of the sale of the Company’s pharmaceutical products business on May 1, 2001. The
decrease in the Company's investments in significantly influenced corporations reflects write offs related to the
Impower Chapter 11 filing. The decrease in long term care facilities and mortgages and loans payable reflects the -
disposition of all three of the Company’s Florida nursing homes.

Results of Operations ~ Third Quarter of 2001 compared with Third Quarter of 2000

Revenues increased by approximately $27.5 million in the current qQuarter over the corresponding quarter of 2000.
This increase reflects the consolidation of the operations of I-Link and Proscape in the current quarter.
These operations were not consolidated in the second quarter of 2000. The consolidation of I-Link and Proscape
in the current quarter is also primarily responsible for the increase in cost of sales, operating expenses,
amortization and interest expense over the third quarter of 2000.

The gain on sale of short term investments of $26.9 million in the current quarter relates solely to the sale
of Bergen shares.

Equity in losses of significantly influenced corporations for the current quarter consists of the Company’s
proportionate share of the losses of IBT for the full quarter. In the third quarter of 2000, Impower, IBT, Proscape
(which was consolidated in the current quarter) and Core Communications Corporation ("Core”) were accounted for
as significantly influenced corporations. These losses are net of amortization of goodwill attributable to- the
acquisition of these corporations, which amortization totalled $0.2 million in the current quarter and $0.9 million
in the third quarter of last year.




CANADIAN GAAP
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(All dollar amounts are in US$ unless otherwise indicated.)

The $3.4 million gain on sale of long term care facilities relates to the sale of the Company's Florida nursing
homes in September. After an analysis and review of product offerings performed by I-tink during the third quarter,
a plan to discontinue offering its METS product was adopted, which resulted in an $8.0 million non-cash goodwill
impairment charge. The writedown of investments of $8.5 million in the current quarter reflects a $4.0 million provi-
sion with respect to the Company’s loans to impower as well as the writedown of certain technology-related
portfolio investments.

The provision for income taxes in the current quarter represents taxes on the gain on sale of long term care
facilities and the gain on sale of short term investments. No future income tax benefits have been recognized
with respect to the losses incurred by I-Link and Proscape during the period. The non-controlling interest
in the current quarter is derived from Proscape.

Results of Operations - Nine Months Ended September 30, 2001 compared with Nine Months
Ended September 30, 2000 '

Revenues increased by approximately $45 million in the first nine months of 20017 over the corresponding nine
months of 2000. This increase reflects the consolidation of the operations of I-Link and Proscape from their dates
of acquisition in the first quarter of 2001. The consolidation of I-Link and Proscape in the current nine-month
period is also primarily responsible for the increase in cost of sales, operating expenses, amortization and interest
expense over the first nine months of 2000.

The gain on sale of short term investments of $37.8 million in the current period relates to the sale of Bergen
shares, while the $1.3 million gain in last year's first nine months arose primarily from sales of RioCan units.

Equity in losses of significantly influenced corporations for the current nine months consists of the Company’s
proportionate share of the losses of IBT for the entire period, Impower until June 30, 2001 and Proscape until
February 17, 2001, when its operations were consolidated. In the first nine months of 2000, Impower, BT,
Proscape and Core were included as significantly influenced corporations. These losses include the amortization of
goodwill attributable to the acquisition of these corporations, which amortization totalled $1.6 million in the cur-
rent nine-month period and $2.1 million in the first nine months of last year. The writedown of investments of
$17.4 million in the current period reflects the $7.0 million writedown of the balance of the Company's equity in
Impower after taking into account the equity in Impower's losses to June 30, 2001 plus a $4.0 million provision
with respect to the Company's loans to Impower as well as the writedown of certain technology-related
portfolio investments.

The provision for income taxes in the current period represents taxes on the gain on sale of long term care facilities
and the gain on sale of short term investments. No future income tax benefits have been recognized with respect
to the losses incurred by I-Link and Proscape during the period. The non-controlling interest in the current period
is derived from Proscape and I-Link. :

- Cash Flows - Third Quarter of 2001 compared with Third Quarter of 2000

Operating activities provided net cash of $21.4 million in the third quarter of 2001 compared with using
$1.7 million in the third quarter of 2000, This reflects the sale of short term investments net of operating losses
in }-Link and Proscape. The Company did not have any investment in I-Link or control Proscape in the third
quarter of 2000 and there were no significant increases in operating assets or decreases in operating liabilities.
Overall, there was an increase in cash and cash equivalents of $27.3 million in the current quarter, reflecting
additional proceeds received from the sale of the Company's pharmaceutical products business net of the payment
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(All-doltar amounts are in US$ unless otherwise indicated.)

of the quarterly instalment of the Company’s note payable. The major cash flow items affecting the third quarter
of 2000's net decrease in cash and cash equivalents of $8.3 million were the purchase for canceflation
of common shares pursuant to a normal course issuer bid in accordance with the by-laws and policies of
The Toronto Stock Exchange, loan advances and additional investments in discontinued operations.

Cash Flows - Nine Months Ended September 30, 2001 compared with Nine Months
Ended September 30, 2000

Operating activities provided net cash of $8.7 million in the first nine months of 2001 compared with using
$1.7 million in the same period of 2000. This reflects the sale of short term investments net of operating losses
in I-Link and Proscape as well as increases in amounts receivable and other assets. The'Company did not have
any investment in I-Link or control Proscape in the first nine months of 2000 but there was a significant decrease
in accounts payable which resulted in the net use of cash. Overall, there was a decrease in cash and cash
equivalents of $0.4 million in the first nine months of 2001, reflecting proceeds received from the sale of the
Company's pharmaceutical products business net of telecommunications investments and the Company's
additional investments in Proscape, IBT and Impower, as well as the payment of the quarterly instaiments of the
Company’s note payable and the purchase for cancellation of common shares and convertible debentures pursuant
to normal course issuer bids in accordance with the by-laws and policies of The Toronto Stock Exchange.
The major cash fiow items affecting the net decrease in cash and cash equivalents of $6.0 million in the first nine

‘months of 2000 were $22.7 million provided from discontinued operations less additional investments in

significantly influenced carporations and portfolio companies and the purchase for canceliation of common shares
pursuant to a normal course issuer bid.




CONSOLIDATED BALANCE SHEETS

(in 00O0s of USS)

ASSETS

Current assets

Cash and cash equivalents
Short term investments
Amounts receivable
Income taxes recoverable
Future income tax benefits
Other assets

Discontinued assets

Long term assets

Other assets

Capital assets (net of amortization of $4,219; 2000 - $1,009)
Goodwill (net of amortization of $2,897; 2000 - $865)
Investments in significantly influenced corporations

Long term care facilities

Future income tax benefits

LIABILITIES & SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable and accrued charges
Deferred revenue

Note payable

Mortgages and loans payable

Capital leases

Discontinued liabilities

Long term liabilities
Deferred revenue

Note payable

Mortgages and ioans payable
Capital leases

- Debentures payabie

Future income taxes -

Shareholders’ equity

CANADIAN GAAP

September 30 December 31
2001 2000
(unaudited) (audited)
$ 51,837 $ 52,220
10,289 23,830
20,904 3.414
2,175 2,112
936 785
12,171 4,071
5,633 77,239
103,945 163,671
15,165 19,084
26,388 1.845
14,972 2,755
2,962 15,783
19,436 23,830
- 1,895
$ 182,868 $ 228,863
$ 30,417 $ 13,681
4,347 735
30,000 13.333
1,892 251
4,896 -
9,487 40,728
81,039 68,728
675 1,449
- 26,667
13,573 19,775
7,459 ‘ -
6,079 7.741
13,481 -
122,306 124,360
60,562 104,503
$ 182,868 $ 228,863

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY L

(In 000s of US$) (unaudited) For the nine months ended September 30
Equity
Common Shares Component  Retained Total
No. of Shares Contributed .. Debentures Earnings Shareholders’
(In 000s) Amount Surplus Payable (Deficit) Equity
Balance, December 31, 2000 23,937 $109,452 $ 2,711 $ 44,042 $(51,702) $ 104,503
Shares purchased for cancellation (1,034) (4,149) 2,094 - - (2,055)

Accretion of equity component )

of debentures payable - - - 2,369 (2,369) -
Gain on retirement of debentures :

payable net of income taxes

of $518 » - - 1,941 (4,523) - (2,582)
Net loss - - - - (39,304) (39,304)
Balance, September 30, 2001 22,903 $105,303 $ 6,746 $ 41,888 $(93,375) $ 60,562
Balance, December 31, 1999 25,533 $116,2517 $ - $42,293 $ (1,819) $ 156,725
Shares issued i 92 144 - - - 144
Shares purchased for cancellation (1,207) (3,746) - - (8) (3.754)
Accretion of equity component

of debentures payable - - - 2,262 (2,262) -
Dividends - : - - - (1,791) (1,791)
Net loss - - - - (22,651) (22,651)
Balance, September 30, 2000 24,418 $112,649 $ - $44,555 $(28,531) $ 128,673

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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CANADIAN GAAP
CONSOLIDATED STATEMENTS OF EARNI_NGS

(In 000s of US$) (unaudited)

For the three months For the nine months

ended September 30 ended September 30
2001 2000 2001 2000

Revenues , $ 36,552 $ 9.099 $ 73,467 $ 28,300
Cost of sales » 24,176 477 41,731 1,467
Operating expenses 22,398 8,770 51,491 25,913
Earnings (loss) before undernoted item (10,022) (148) (19,755) 920
Gain on sale of short term investments 26,861 70 37,760 1,312
Earnings (loss) before undernoted expenses 16,839 (78) 18,005 2,232
Corporate 979 1,204 3,783 3,008
Amortization 4,549 340 9,432 1,033
Interest ‘ 1,189 484 3,332 1,519
Earnings (loss) before losses of significantly

influenced corporations 10,122 (2,106) 1,458 (3.328)
Equity in losses of significantly

influenced corporations . . (761) (3.087) (5,582) (5,820)
Gain on sale of long term care facilities 3,373 - 3,373 -
Impairment of goodwill (8.040) - (8,040) -
Writedown of investments ‘ (8,500) (62) (17,370) (22,199)
Loss before taxes and non-controlling interest (3,806) (5,255) (26,161) (31,347)
Income taxes (recovery) 9,211 (950) 14,641 (10,026)
Non-controlling interest (243) 16 (1,498) (149)
Loss from continuing operations (12,774) (4,321) (39,304) (21,172)
Loss from discontinued operations after tax : - 1,318 - (1,479)
Net loss $ (12,774) $ (5.639) $ (39,304) $ (22,651)
Earnings per common share - basic and diluted
Loss from continuing operations $  (0.59) $ (0.200 $ (1.80) $ (093)
Loss from discontinued operations - (0.06) - (0.086)
Net loss $ (059 3 (0.26) $ (1.80) $ (0.99)
Weighted average number of common shares

outstanding (000s) 23,088 25,050 23,088 25,050

The accompanying notes are an integral part of these unaudited consolidated financial Statements.




‘ CANADIAN GAAP
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In 000s of US$) (unaudited)

For the three months For the nine months
ended September 30 ended September 30
2001 2000 2001 2000
Operating activities
Net loss , $ (12,774) $ (5.639) $ (39,304) $ (22.651)
Non-cash items included in net earnings
Loss from discontinued operations - 1,318 - 1,479
Amortization 4,549 340 9,432 1,033
Impairment of goodwill 8,040 - 8,040 =
Amortization of deferred revenue (1,309) (185) (2,151) (552)
Accretion of liability component
of debentures payable 132 183 396 549
Future income taxes (benefits) 10,022 (1,124) 14,707 (9.276)
Non-controlling interest (243) 16 (1,498) (149)
Equity in losses of significantly
influenced corporations 761 3,087 5,582 5,820
Writedown of investments 8,500 62 17,370 22,199
Gain on sale of short term investments (26,861) (70) (37,760) (1,312)
Gain on sale of long term care facilities (3,373) - (3,373) -
Gain on sale of other assets (63) (302) (63) (302)
Proceeds on sale of short term investments - 35,563 3 52,240 7.510
Decrease (increase) in amounts receivable 677 (656) (3,456) 27
Decrease (increase) in income taxes recoverable (760) 1,112 (63) 774
Increase in other assets (5,957) (438) (10,597) (491)
Increase (decrease) in accounts payable 4,457 569 (774) (6,381)
Net cash provided by (used in) operating activities 21,361 (1,724) 8,728 (1,723)
Cash provided by (used in) investing activities .
Investment in significantly influenced corporations (684) (229) (2,502) (14,840)
Investment in portfolio companies - - - (3.700)
Acquisition of telecommunications businesses - = (17.884) -
Acquisition of software sales and services business - - (845) -
Mortgages and other advances - repayments 279 1,140 646 1,679
Mortgages.and other advances - lending - (3.423) (7,210) (5,923)
Purchase of short term investments - - (2,909) -
Proceeds on sale of investments - 66 - 1,389
Proceeds on sale of long term care facilities 7,006 - 7,006 -
Discontinued operations 10,366 (1,592) 39,353 (2,255)
Net cash provided by (used inj investing activities 16,967 (4.038) (15,655) (23,650)
Cash provided by (used in) financing activities
Note payable - repayment (3.334) - (10,000) . -
Mortgages and loans payable - borrowings - - - 3,529
Mortgages and loans payable - repayments (7,562) (176) (8,185) (4,080)
Capital lease repaymenits (181) - (404) -
Proceeds from exercise of stock options - - - 144
Shares purchased for cancellation - (2,407) (2,055) (3.754)
Retirement of debentures payable - - (4,122) (1,500)
Discontinued operations - - - 25,000
Net cash provided by (used in) financing activities (11,077) (2,583) (24,766) 19,339
Increase (decrease) in cash and cash equivalents 27,251 (8.345) (383) (6.034)
Cash and cash equivalents, beginning of period 24,586 18,300 52,220 15,989
Cash and cash equivalents, end of period $ 51,837 $ 9955 $ 51,837 $ 9,955
Supplemental disclosure of cash flow information
Cash paid (received) during the period for items
relating to continuing operations:
Interest $ 959 $ 1658. $ 4006 $ 2,168
Income tax refund - - 1) -
Equipment acquired under capital lease 723 - 9,723 -
Telecommunications shares acquired on
exchange of investment - - 11,908 -

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30 (In 000s of US$) (unaudited)

The consolidated financial statements of Counsel Corporation (the "Company”) are prepared in accordance with
accounting principles generally accepted in Canada and are presented in United States (“US") dollars.
These interim consolidated financial statements should be read in conjunction with the most recent audited
annual financial statements, as at December 31, 2000. In the opinion of management, all adjustments considered
necessary for a fair presentation of results for the periods reported have been included. These adjustments consist
only of normal recurring adjustments. The interim financial statements follow the same accounting policies and
methods of computation as the most recent audited annual financial statements, except for the additional
accounting policies adopted subsequent to the acquisition of certain subsidiaries, as described in Note 1 and the
adoption of the new CICA recommendations on calculating earnings per share, as described in Note 4.

Certain comparative figures have been reclassified to conform to the current period financial statement presentation.

1. Significant accounting policies

Due to acquisitions subsequent to December 31, 2000, the following additional significant accounting policies
have been adopted.

Revenue recognition

Telecommunications
Long distance and enhanced service revenues are recognized as service is provided to subscribers. Revenues from
the sale of promotional and presentation materials are recognized at the time of shipment. The portion of the sign

up fee relating to on-going administrative support is deferred and recognized over the initial term of the

agreement. Marketing services revenues are presented net of estimated refunds on returns of network marketing
materials. Revenues from technology sales that require continued Company involvement are recognized ratably
over the expected term of the contract. Revenues from the sale of software licences are recognized when the
product is shipped, a noncancellable agreement is in force, the licence fee is fixed or determinable, acceptance
has occurred and collectability is reasonably assured. Maintenance and support revenues. are recognized ratably
over the term of the related agreements. Revenues on long distance development projects are recognized under the
percentage of completion method and are based upon costs incurred on the project compared to estimated total
costs related to the contract.

Software sales and services

The Company recognizes revenue from software licenses upon delivery to, and acceptance of, the software product
by a customer, provided no significant vendor obligations remain outstanding. Revenue on contracts requiring
significant production, modification or customization of software is recognized using the percentage-of-completion
method, measured by the percentage of costs incurred to date as compared to estimated total costs for each
contract. Contract costs include ali direct labour and overhead costs. Selling, general and administrative costs are
charged to expense as incurred. Provision for estimated losses on uncompleted contracts is made in the period in
which such losses are determined. Revenues for maintenance and support are recognized over the term of the
agreements on a straight-line basis.
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September 30.(In 000s of US$) (unaudited)

Software development costs

Costs incurred in the research, design and development of software for sale to others are charged to expense until
technological feasibility is established, after which remaining software development costs are capitalized and
amortized beginning when the product is available for general release to. customers. The amortization included
in the statement of earnings is computed using the straight-line method over the estimated remaining usefut life
of the product, which generally does not exceed two years. The Company periodically compares the unamortized
portion of capitalized software development costs to the undiscounted net realizable value of the related product.
The undiscounted net realizable value is the estimated: future gross revenues from that product reduced by the
estimated future costs of completing and disposing of that product. The amount by which the unamortized
capitalized costs exceed the undiscounted net realizable value is written-off.

2. Recent accounting prohouncements

The Canadian Institute of Chartered Accountants (“CICA”) issued Handbook Section 1581, "“Business
Combinations” which requires the purchase method of accounting for business combinations initiated after
June 30, 2001 and eliminates the pooling-of-interests method. The Company believes that the adoption of
Handbook Section 1581 will not have a significant impact on its financial statements.

The CICA issued Handbook Section 3062, “Goodwill and Other Intangible Assets”, which ‘is effective for fiscal
years beginning after December 15, 2001. Handbook Section 3062 requires, among other things, the discontinuance
of goodwill amortization. In addition, the section includes provisions, upon adoption, for the reclassification
of certain existing recognized intangibles as gaodwill, reassessment of the useful lives of existing recognized
intangibles, reclassification of certain intangibles out of previously reported goodwill and the testing for
impairment of existing goodwill and other ‘intangibles. The Company is currently assessing, but has not yet
determined the impact of Handbook Section 3062 on its financial position and results of operations.

3. Accounting for investments

Consolidated subsidiaries
The consolidated financial statements include the accounts of the Company and all companies over which it has
control. The results of operations of companies acquired are included from the dates of acquisition.

The Company's principal operating subsidiaries comprising continuing operations and its respective ownership
interest in each subsidiary as at September 30, 2001 and December 31, 2000 are as follows:

September 30 December 31

2001 2000
l-Link, Incorporated (“I-Link") (i) 68.1% -
Counsel Corporation (US) ‘ 100.0% 100.0%
Sage Biopharma, Inc. ("Sage”) 78.5% 78.3%
Proscape Technologies, Inc. (“Proscape”) (ii) 56.5% -

(i)  On February 22, 2001, the Company acquired a 97.5% interest in Nexbell Communications Inc. ("Nexbell")
for cash consideration of $1,306. The cost of the Company’s acquisition was allocated on the basis of the fair
market value of the assets acquired ($1,580) and the liabilities assumed ($9,410). These valuations gave
rise to $9,136 of unallocated excess of cost over net liabilities assumed, which was being amortized over a
period of five years.
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September 30 (In 000s of US$) (unaudited)

(i)

During the quarter ended September 30, 2001, the Company performed a valuation analysis with respect to
the goodwill recorded on its acquisition of Nexbell. The analysis resulted in an impairment of $8,040 as
a consequence of projected losses associated with Nexbell's prime product and the subsequent decision
to adopt a plan to discontinue this product.

On March 1, 2001, the Company acquired a 65.2% interest in I-Link for cash consideration of $3,578.
The cost.of the Company's acquisition was allocated on the basis of the fair market value of the
assets acquired ($15,590) and the liabilities assumed ($22,247). These valuations gave rise to $10,235
of unallocated excess of cost over net liabilities assumed, which is being amortized over a period of five years.

On April 17, 2001, as a result of a merger between I-Link and Nexbell, the Company's interest in Nexbell was
exchanged for an additional 5.3% interest in I-Link, resulting in an overall interest in I-Link of 70.5%.

On June 4, 2001, I-Link acquired certain net assets of WorldxChange Communications, Inc. for cash
consideration of $13,000. The cost of the acquisition was allocated on the basis of the fair market value of
the assets acquired ($17,344) and the liabilities assumed ($4,344).

On September 6, 2001, all outstanding shares of I-Link’s Class C preferred stock automatically converted
into shares of common stock in accordance with the terms of the Class C preferred stock. Accordingly, I-Link
issued 3,949,031 shares of its common stock in satisfaction of this conversion and its obligation to pay
dividends to the conversion date. This issuance diluted the Company’s interest to 68.1%.

On February 17, 2001, the Company increased its ownership in Proscape from 36.0%.to 56.5% for cash
consideration of $845. As a result, the Company acquired control and has consolidated Proscape’s operations
from February 17, 2001. The operations from January 1 to February 16, 2007 have been accounted for on
the equity basis. The cost of the Company’s acquisition was allocated on the basis of the fair market value of
the assets acquired ($2,651) and the liabilities assumed ($2,854). These valuations gave rise to $1,048
of unallocated excess of cost over net liabilities assumed, which is being amortized over a period of five years.

Significantly influenced corporations

Corporations over which voting control does not exist but significant influence is exercised are accounted for using
the equity method.

The principal operating affiliates over which the Company exerts significant influence and its respective ownership
interest in each affiliate as at September 30, 2001 and December 31, 2000 are as follows:

September 30 December 31

2001 2000
IBT Technologies, Inc. ("IBT") (i) 49.5% 27.7%
Impower, Inc. ("Impower”) (ii) 33.6% 33.6%
Proscape Technologies, Inc. - 36.0%

U]

On May 31, 2001, the Company acquired a further interest in IBT for cash consideration of $1,817 resulting
ina 46.9% interest at June 30, 2001. The cost of the Company's acquisition was allocated on the basis of

the fair market value of the assets acquired ($1,624) and the liabilities assumed ($325). These valuations -

gave rise to $518 of unallocated excess of cost over net assets acquired, which is being amortized over a
period of five years.
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On September 6, 2001, the Company acquired a further interest in IBT for cash consideration of $684
resuiting in-a 49.5% interest at September 30, 2001. The cost of the Company's acquisition was allocated
on the basis of the fair market value of the assets acquired ($1,212) and the liabilities assumed ($562).
These valuations gave rise to $34 of unallocated excess of ‘cost over net assets acquired.

(i) On August 3, 2001, Impower made a voluntary filing under Chapter 11 of the United States bankruptcy
legislation to seek protection from its creditors. As a resuit, the Company has written off its equity investment
in Impower in its entirety.

4. Change in accounting policy

The Company has adopted the new CICA recommendations on calculating earnings per share, CICA Handbook
Section 3500, and as a result has retroactively restated the prior year's results. Under the revised standard the
treasury stock method is used instead of the imputed earnings approach for determining the dilutive effect of
warrants and options and equivalents. Under the treasury stock method, earnings per share data are computed
as if the options were exercised at the beginning of the period (or at the time of issuance, if later) and as if the
funds obtained from exercise were used to purchase common stock at the average market price during the
period. The adoption of the new standard had no effect on earnings per share for the 9 months and 3 months
ended September 30, 2000.

5. Short term investments

Summarized below is selected financial information relating to short term investrents at September 30, 2001
and December 31, 2000.

Number of Shares
September 30 December 31 Carrying Amount
2001 2000  September 30  December 31
(in 000s) (in 000s) 2001 2000 -
AmerisourceBergen (i) 625 1,568 $ 9,323 $ 23,383

Other 966 447

$ 10,289 $ 23,830

() On August 29, 2001, AmeriSource Health Corporation and Bergen Brunswig Corporation (“Bergen”) merged
to form AmerisourceBergen Corporation (“AmerisourceBergen”). Bergen shares were exchanged for
.37 of a share of AmerisourceBergen.

During the nine months ended September 30, 2001, the Company sold 2,549,042 shares of Bergen
{the equivalent of 943,164 shares of AmerisourceBergen) for net proceeds of $51,638, resulting in a gain
on disposition of $37,599.

At September 30, 2001 the market value of the Company’s interest in AmerisourceBergen was $44,374
or $70.95 per share (December 31, 2000 - $67,110 or the equivalent of $42.78 per share).

During the nine months ended September 30, 2000, the Company wrote down its interest in Bergen
by $21,888.
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6. Other assets
September 30 December 31

2001 2000
Mortgages and other advances $ 7,065 $ 12,224
Portfolio investments : 3,108 6,424
Other telecommunications assets 3,682 -
Prepaid expenses 3,579 -
Other intangibles 2,294 -
Software development costs 1,394 -
Other 6,214 4,507
. 27,336 23,155
Less - current portion (12,171) (4,071)
$ 15,165 $ 19,084

7. Note payable -

On November 1, 2001, the Company repaid in full its note payable that was originally assumed as part of the
consideration for the acquisition of the rights to certain pharmaceutical products.

8. Discontinued operations

Effective May 23, 2000, the Company adopted a plan to dispose of the pharmaceutical products business of
FARO Pharmaceuticals Inc. ("FARQ") through the disposition of its rights, including trademarks, copyrights and
regulatory filings in certain pharmaceutical products. On May 1, 2001, the Company completed the sale of this
business segment for $67,000 consisting of $54,000 palid on closing, $8,000 payable 60 days subsequent
to the closing, and a further $5,000 payable within 30 days of the anniversary of the closing, subject to specified
levels of inventories on hand at the date of closing and sales returns and rebates relating to operations prior
to- the closing. In addition, the Company is in the process of realizing the net discontinued assets not included
in the disposition.

Subsequent to September 30, 2001, the Company successfully reduced certain costs related to these discontinued
operations. This resulted in a pre-tax recovery of $11,500, before applicable costs, which will be recorded in the
fourth quarter of 2001.
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9. Segmented information

During 2001 the Company has entered into a new reportable segment being, the provision of telecommunications
products and services in the United States:

For the three months ended September 30, 2001

Long Term Medical i Technology
Care(i)  Products Telecom. Services  Corporate (/i) Total

Revenues $ 7965 $ 906 $ 27128 $ 225 ¢ 328 $ 36,552
Cost of sales - 878 22,989 309 - 24,176
Operating expenses 7,829 1,473 11,780 1,316 - 22,398
Earnings (loss) before :

undernoted item 136 (1,445) (7,641) (1,400) 328 (10,022)
Gain on sale of short term

investments - - - - 26,861 26,861
Earnings (loss) before

undernoted expenses 136 (1,445) (7,641) (1,400) 27,189 16,839
Corporate - - - - 979 979
Amortization 207 196 3,715 376 55 4,549
interest 485 7 144 4 549 1,189
Earnings (loss) before losses

of significantly influenced :

corporations (556)  (1,648) (11,5000  (1,780) 25,606  (10,122)
Equity in losses of significantly

influenced corporations - - - (761) - (761)
Gain on sale of long term

care facilities 3,373 - - - - 3,373
Impairment of goodwill - - (8,040) - - (8,040)
Writedown of investments - - - (4,028) (4,472) (8,500)
Earnings (loss) before

income taxes 2,817 (1,648) (19,540) (6,569) 21,134 (3,806)
Income taxes (recovery) 691 - - (640) 9,160 9,211
Segment loss $ 2,126 $ (1,648) $(19,540) $ (5,929) $ 11,974 $ (13,01 7)
Segment assets (Giii)(iv) $ 23,213 $ 5,462 $. 60,589 $ 9,981 $ 77,990 $ 177,235

(i) Long term care operations includes revenues from Canada of $7.626 and from the United States of $339.

(i) - Corporate earnings includes interest income of $294. o

(iii) Medical products, telecommunications and technology services assets, as well as $2,671 of long term
Care assets, are located in the United States. The balance of long term care assets of $20,542 are located
in Canada.

(iv) - Segment assets exclude assets of discontinued operations.
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For the three months ended September 30, 2000

Long Term Medical - Technology

Care (i) Products Services  Corporate (ij) Total
Revenues $ 8,057 $ 583 $ - % 459 $ 9,099
Cost of sales - 477 - - 477
Operating expenses 7.850 - 920 - - 8,770
Earnings (loss) before undernoted item 207 (814) - 459 (148)
Gain on sale of short term investments - - - 70 - 70
Earnings (loss) before undernoted :
expenses 207 (814) - 529 (78)
Corporate - - - 1,204 1,204
Amortization 213 134 - (7) 340

Interest 499 - - (15) 484

Loss before losses of significantly
influenced corporations (505) (948) - (653) (2.106)
Equity in losses of significantly :

influenced corporations - - (3.087) - (3,087)
Writedown of investments - - - (62) 62)
Loss before income taxes (505) (948) (3.087) (715) (5.255)
Income taxes (recovery) (179) (365) 681) - 275 (950)
Segment loss ‘ $ (326) $ (583) $(2406) $  (990) $ (4,305)
Segment assets (/ii)(iv) $ 26,530 $4,195 $19.094 $ 80,635 $1 30,454j

() Long term care operations includes revenues from Canada of $7,719 and from the United States of $338.

(i) Corporate earnings includes interest income of $392. ‘

(i) Medical products, telecommunications and technology services assets, as well as $6,843 of long term care assets,
are located in the United States. The balance of long term care assets of $19,687 are located in Canada.

(iv) Segment assets exclude assets of discontinued operations.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

34

September 30 (In 000s of US$) (unaudited)

For the nine months ended September 30, 2001

Revenues
Cost of sales
Operating expenses

Earnings (loss) before
undernoted item
Gain on sale of short term

investments

Earnings (loss) before
undernoted expenses

Corporate

Amortization

Interest

Earnings (loss) before losses

of significantly influenced
corporations
Equity in losses of significantly
influenced corporations
Gain on sale of long term
care facilities
Impairment of goodwill
Writedown of investments

Earnings (loss) before
income taxes
Income taxes

Segment earnings (loss)

Segment assets (iii)(iv)

CANADIAN GAAP

Long Term Medical Technology
Care (i) Products  Telecom. Services Corporate (i) Total
$ 23,627 $ 2,747 $ 44,211 $ 764 $ 2,118 $ 73,467
- 1,969 38,959 803 - 41,731
23,270 3,916 20,660 3,645 - 51,491
357 '(3,138) (15,408) (3.684) 2,118 (19,755)
- - - - 37,760 37,760
357 (3,138) (15,408) (3,684) 39,878 18,005
- - - - 3,783 3,783
626 373 7,346 917 170 9,432
1,460 10 376 30 1,456 3,332
(1,729) (3,521) (23,130) (4,631) 34,469 1,458
- - - (5,582) - (5.582)
3,373 - - - - 3,373
- - (8,040) - - (8.040)
- - - (11,064) (6,306) (17,370)
1,644 (3,521) (31,170) (21,277) 28,163 (26,161)
715 - - 355 13,571 14,641
$ 929 $ (3,521) $(31.,1 70) $(21,632) $ 14,592 $ (40,802)

$ 77,990 $177,235

$ 23213 $ 5462 $60,589 $ 9,981

(i)  Long term care operations includes revenues from Canada of $22,611 and from the United States of $1.016.

(i} Corporate earnings include interest income of $1,582.

(iii) Medical products, telecommunications and technology services assets, as well as $2,671 of long term care assets,
are located in the United States. The balance of long term care assets of $20,542 are located in Canada.
(iv) Segment assets exclude assets of discontinued operations.
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For the nine months ended September 30, 2000

Long Term Medical - Technology

Care (i) Products Services  Corporate (ii) Total

Revenues ) $ 23904 3 2171 % - $ 2225 $ 28,300
Cost of sales ) - 1,467 - - 1,467
Operating expenses ' 23,307 2,606 - - 25,913
Earnings (loss) before undernoted item 597 (1,902) - 2,225 920
Gain on sale of short term investments - - - 1,312 1,312
Earnings (loss) before

undernoted expenses 597 - (1,902) - 3,537 2,232
Corporate - - - 3.008 3,008
Amortization 615 265 - 153 1,033
Interest 1,503 - - 16 1,519
Earnings (loss) before losses of

significantly influenced corporations (1.521) (2.167) - 360 (3.328)
Equity in losses of significantly

influenced corporations - - (5.820) - (5,820)
Writedown of investments - - - (22,199) . (22,199)
Loss before income taxes o (1,521) (2,167) (5.820) (21,839) (31,347)
income taxes (recovery) (543) (874) (1,633) (6.976) (10,026)
Segment loss $ (978) $ (1,293) $ (4187) $ (14,863) $ (21 .321)
Segment assets (Jii)(iv) $ 26,530 $ 4,195 = $ 19,094 $ 80,635 $ 130,454

(i} Long term care operations includes revenues from Canada of $22,890 and from the United Sates of $1,014.

(ii) ~ Corporate earnings includes interest income of $623.

(iii) Medical products, telecommunications and technology services assets, as well as $6,843 of long term care assets,
are located in the United States. The balance of long term care assets of $19,687 are located in Canada.

(iv) Segment assets exclude assets of discontinued operations.
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10. Earnings per share disclosures

The following is a reconciliation of the numerators and denominators used in computing basic and diluted
earnings per share. ‘

For the three months For the nine months
ended September 30 ended September 30
2001 2000 2001 2000
. Basic earnings per share computation
Numerator: .
Loss before discontinued operations $(12774) $ (4.321) $(39,304) $ (21.1 72)
Accretion of equity component of i
debentures payable (790) (754) (2,369) (2.262)
Loss available to common shareholders $ (13,564) $ (5075) $ (41,673) $ (23,434)
Denominator:
Weighted average common v .
shares outstanding 23,088 25,050 23,088 25,050
Basic earnings per share $ (059 $ (020 $ (1.80) $ (0.93)
Numerator:
Net loss $ (12,774) ' $ (5.639) $ (39,304) $ (22,651)
Accretion of equity component of '
debentures payable (790) (754) (2,369) (2,262)
Loss available to common shareholders $ (13,564) $ (6,393) $ (41,673) $ (24,913)
Denominator:
Weighted average common ,
shares outstanding 23,088 25,050 23,088 25,050
Basic earnings per share $ (059 $ (026) $ (1.80) $ (0.99)
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Verifications



VERIFICATION

SKMEXE- PIStRIET oF COLULBIA
CITY OF .

L, Eric Fishman, being first duly sworn, state that I am Assistant Secretary of RSL COM
U.S.A., Inc., Petitioner in the foregoing Petition; that I am authorized to make this Verification
on behalf of RSL COM U.S.A., Inc. and that the contents of the foregoing Petition are true and

correct to the best of my knowledge, information, and belief,

Eric Fishman
Assistant Secretary
RSL COM U.S.A., Inc.

o
Sworn and subscribed before me this / b day of May, 2002.

z

Notary Public

Laura E. Ledet
My commission expires Notary Public of the District of Columbia
Wly Commission Expires 11/30/06




VERIFICATION

STATE OF (s Folp 1A
COUNTY OF 3/ MecO

SS.

L, Kenneth L. Hilton, being first duly sworn, state that I am Chief Executive Officer of
WorldxChange Corp., party in the foregoing filing before the Tennessee Regulatory Authority,
that I am authorized to make this Verification on behalf of WorldxChange Corp. and that the

contents of the foregoing filing are true and correct to the best of my knowledge, information,

and belief,

‘%’A"Aﬁ\ ¥
Narné(/lt%eth L. Hilton
Title: Chief Executive Officer

WorldxChange Corp.

{0}
Sworn and subscribed before me this 2 “d/ay of May, 2002.

N taryPubhc
ANNA-MARIE FEDORKO

) LY B\ Commission # 1325960

OB Notary Public - California S
San Diego County r
My Comm. Expires Oct 19, 2005




